





STATE OF WASHINGTON

GAMBLING COMMISSION

“Protect the Public by Ensuring that Gambling is Legal and Honest”
September Gambling Commission Meeting Agenda

Join Microsoft Teams Meeting
Thursday, September 10, 2020

Please note, agenda times are estimates only. Items may be taken out of sequence at the discretion of the Chair.

Commissioners may take action on business items.

Administrative Procedures Act Proceedings are identified by an asterisk (*)

PUBLIC MEETING

11:00-1:30 Executive Session — Closed to the Public Bud Sizemore, Chair
Discuss potential agency litigation with legal counsel, including tribal negotiations.
Tab 1 Call to Order Bud Sizemore, Chair
2:00 *Consent Agenda
e August 13, 2020 Commission Meeting Minutes (Action)
e New Licenses and Class Il Employees Licenses
Tab 2 * RULE FOR DISCUSSION AND POSSIBLE FILING (Action)
e Credit, loans, or gifts prohibited
Ashlie Laydon, Rules Coordinator
Tab 3 *RULE PETITION FOR DISCUSSION AND POSSIBLE FILING (Action)
e Wagering Limits for nonhouse-banked card games
Ashlie Laydon, Rules Coordinator
Jon Munck, Petitioner
Tab 4 * RULE PETITION FOR DISCUSSION AND POSSIBLE FILING (Action)
e Amusement games authorized
Ashlie Laydon, Rules Coordinator
Steve Manning, Petitioner
Tab 5 * RULE PETITION FOR DISCUSSION AND POSSIBLE FILING (Action)
e Sale of raffle tickets over the telephone or internet
Ashlie Laydon, Rules Coordinator
Dean Hanks, Petitioner
Tab 6 Gambling Commission Budget
e FY 2021 Budget Approval (Action)
e FY 2021 Budget Forecast (Action)
e FY 2021 Budget Proposals (Action)
Christopher Stanley, Chief Financial Officer
Tab 7 2021 Agency Request Legislation

Brian Considine, Legal and Legislative Manager

Public Comment can be provided:

- Before and during the Commission meeting you may email Julie.anderson@wsgc,wa,gov ; or

e During the meeting you may use the Microsoft Office Teams Chat Box;
e Ifyou are attending the meeting by phone, we will offer you an opportunity to comment.

Adjourn

Upon advance request, the Commission will pursue reasonable accommodations to enable persons with disabilities to attend Commission meetings.
Questions or comments pertaining to the agenda and requests for special accommodations should be directed to Julie Anderson, Executive Assistant
at (360) 486-3453 or TDD (360) 486-3637. Questions or comments pertaining to rule changes should be directed to the Ashlie Laydon, Rules

Coordinator (360) 486-3473. Please silence your cell phones for the public meeting
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Washington State Gambling Comm
2021-23 Regular Budget Session
Policy Level - CE - Reduce Crime and Protect Public

Agency Recommendation Summary

The Washington State Gambling Commission requests $3 million per year of General Fund-State funds to support its criminal investigation
efforts regarding gambling-related crimes. Over the past 5 years, gambling crime has risen 25 percent and is anticipated to rise further as
California, Montana, Oregon and other states legalize sports wagering. In that same time period, the criminal enforcement unit of WSGC has
had to increase staffing levels to partially combat the overwhelming number of gambling-related cases. Unfortunately, we have lost a number of
agents to retirement or other positions and have had tremendous difficulty recruiting for the positions. This not only impedes our ability to
investigate new cases, but also hampers our ability to assist prosecutors that may not have a background in the specialized nature of gambling
crimes which have complex financial components. Ultimately, criminals are more easily able to prey on individual victims through loan-sharking
and financial exploitation of the elderly and commit more crimes of opportunity at legal gambling sites, such as theft, identity theft, financial fraud,
and money laundering the ill-gotten gains from narcotics trafficking and other criminal behavior. Of all the cases investigated by the unit since
2015, 90 percent of gambling crime was predominantly committed by unlicensed individuals and only 10 percent by individuals who take
advantage of their position at legal establishments. Fees levied by the WSGC under RCW 9.46.070 are for the purposes of licensing and
regulating legal gambling in the state of Washington. However, due to a lack of funding for criminal investigations, WSGC has historically been
forced to tap into its licensee and tribal revenue streams in order to investigate gambling crime. Because of the prolonged, ongoing use of
licensee funds for criminal investigations, combined with the steady increase in gambling crime, fees on licensees as well as cost-recovery fees
assessed on sovereign tribes have risen over time. By adequately funding WSGC's Criminal Enforcement Unit with general fund dollars rather
than shifting valuable licensee dollars meant for regulation efforts, we can keep both tribal and non-tribal licensee fees low into the future and
keep Washingtonians safe from predators that target vulnerable individuals by perpetrating gambling-related crimes while maintaining a focus on

dismantling the underlying criminal organizations.

Fiscal Summary

Fiscal Summary Fiscal Years Biennial Fiscal Years Biennial
Dollars in Thousands 2022 2023 2021-23 2024 2025 2023-25
Staffing
FTEs 16.0 16.0 16.0 16.0 16.0 16.0
Operating Expenditures
Fund 001 -1 $3,000 $3,000 $6,000 $3,000 $3,000 $6,000

Total Expenditures $3,000 $3,000 $6,000 $3,000 $3,000 $6,000

Decision Package Description

Since 1854, when the Territorial Legislature of Washington Territory codified its first criminal code, some form of gambling has always
been illegal. In 1909, the Legislature recodified the criminal code and expressly stated that "It shall be the duty of all peace officers to
search for and seize all tables, slot machines, or [other machines] commonly used for gambling." Today, certain forms of gambling
(animal fights, bookmaking, online betting, to name a few) remain illegal while other forms (bingo, pull-tabs, computerized lottery
terminals, to name a few) are now regulated. WSGC has developed a fee schedule for non-tribal licensees as well as cost-sharing
agreements with sovereign tribes that cover the necessary costs to regulate gambling, including criminal investigations of illegal activity,
but those fees are reaching a ceiling for licensees as the pool of licensed operators diminishes.

‘What's the problem?
Fees that are charged by WSGC are not adequate to cover necessary expenditures required to keep gambling legal and honest.
Why not simply raise fees?

Between 1973 and 1993, the gambling industry was almost entirely dominated by non-tribal gaming. There were hundreds of
licensees profit and non-profit and dozens of card rooms. Fees were easy to keep down for individual licensees because costs
could be shared by a larger pool. In 1993, when tribal gaming began to take shape in Washington, the industry began to shift, and
gradually over the past 25 years, non-tribal gaming is a very small share of the market, whereas tribal gaming almost entirely
dominates the industry. While both groups are charged fees (for tribal operations, its known as "cost-sharing"), the larger pool to
share non-tribal regulatory costs has shrunk dramatically. This lower level of licensees as well as technological and process
enhancements has reduced the need for greater staffing, but the costs of staffing levels necessary to adequately monitor activity at
non-tribal establishments is still higher than what current fee revenues can support. As a result, WSGC has been drawing down its
fund balance to cover the difference.
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Washington State Gambling Comm
Policy Level - CE - Reduce Crime and Protect Public

‘Why not simply raise fees? The term "non-tribal licensees" is a fairly non-descript moniker, but in reality, these are small businesses,
churches, senior centers, community centers, main street taverns, fraternal organizations, etc. Most of our licensees aren't a wealthy
international gaming organization that can easily absorb fee increases as it would a rounding error. Most of WSGC's licensees are
right on the margins of profitability, and are already being decimated by a global pandemic and ensuing economic crisis. They're
employees. They're community members. Yes, WSGC could raise fees, but that could mean the difference between staying open or
closed for a local restaurant that relies on pull-tab customers for profitability.

Why not simply increase allocated costs to tribes?

Tribes are sovereign nations, and as such, may not be taxed or levied a fee upon. In the state compacts between Washington and the
29 federally recognized tribes within our borders, we have negotiated a cost-sharing agreement wherein the tribes reimburse the state
for very specific costs related to regulating tribal gaming. Tribes are billed monthly using a per-hour charge negotiated each fall
between the tribes and WSGC. It is simply not realistic to shift more costs to tribal nations because the work simply does not exist for
which we could bill.

Is there really that much gambling crime in the state?

Yes, in fact there is. In 2018, WSGC's criminal enforcement unit (between nine and twelve special agents at any one time) logged
almost 12,000 hours of investigation time on criminal cases, and that isn't including the yearly training for all law enforcement officers
and administrative tasks that are part of any employee's job function. WSGC regularly receives reports of animal fighting, money
laundering, theft, identity theft, financial fraud, financial exploitation of the elderly, book-making, and other criminal profiteering crimes
- all of which require intelligence gathering, cooperation with other agencies (including local, state, and federal agencies), and standard
investigative work. Rarely does a criminal limit oneself to petty crimes and low-impact crime. Often, when a smaller crime is
discovered, such as check fraud, our investigators follow a trail of illicit behavior to larger crimes such as money laundering, loan
sharking, and even violent crimes such as murder.

Below is a table that shows the total number of closed cases, open cases, and hours spent per case. It shows that while closed cases
and hours per case have remained constant, representative of the static staffing levels in the unit, that the number of open cases has
grown dramatically. This is a clear representation of the growth in gambling crime and how current funding levels have been
insufficient to tackle its rise.

Closed Cases Open Cases Hours/Case
2015 55 3 73
2016 49 5 75
2017 50 27 80
2018 63 34 84
2019 36 41 74
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Assumptions and Calculations

Expansion, Reduction, Elimination or Alteration of a current program or service:

This does not expand or alter a current program or service.

Detailed Assumptions and Calculations:

Proposed funding levels are derived from the budgeted levels for fiscal years 2020 and 2021. Typically in a funding replacement scenario, funds
from the supplanted fund (in this case, Fund 884-6, the Gambling Revolving Account) are reduced. In this instance, we are requesting that $3
million per year of Fund 001-1, General Fund-State be appropriated to the agency while Fund 884-6, Gambling Revolving Account is not
reduced. This would allow the Commission to use its fund to cover regulatory costs for several years into the future. Without these additional
funds, the Washington State Gambling Commission is currently looking at losses at over $1.5 million per year based on pre-COVID calculations
of revenue and expenditures.

Gambling Revolving Account (884-6)
Projected Balance Sheet - 19-21 and 21-23 Blennium - 119.23 FTEs

Actual Projected Projected Proposed

FY20 Frz1 Biennium Total FYzz FY23 Bignnium Total
Beginning Balance = 7.048,652 7,789,301 4,974,204 3,339,370
Revenue = 15,968,262 14,169,090 30,137,352 14,594,162 15,031,987 29,626,149
Expenditures® = 15,227,613 16,984,187 32,211,800 16,228,996 17,040,446 33,269,443
Rev minus Exp = 740,649 (2,815,098 (2,074,448) 1,634,834) {2,008,453) 13,643,293)
Balance at FY end = 7,789,301 4,974,204 3,339,370 1,330,910
FTEs = 107.3 119.3 119.3 119.3
Working Capital Balance Target [2 mos Exp.) = 42,830,698 $2,704,833 52,840,074

Workforce Assumptions:

N/A
How is your proposal impacting equity in the state?

This proposal shares the cost of the criminal enforcement unit with the public, through the use of General Fund-State funds, which reduces the

burden of this cost on licensees and tribal partners.

Strategic and Performance Outcomes

Strategic Framework:

This funding request is an integral part of WSGC's goal to strengthen stakeholder relationships (Goal 4, WSGC Strategic Plan 2018-
2022). We have overhauled our fee structure to simplify fees and actively engage our industry partners in rule-making. This piece of
our strategy communicates to our stakeholders that we recognize that they are not solely responsible for preventing gambling crime.
Indeed, most crime is committed by unlicensed individuals who pay nothing into the regulatory system and only cause costs to rise,
driving up cost-recovery fees on the legal industry.

Incremental Incremental Incremental Incremental

Performance Measures Changes Changes Changes Changes

2022 2023 2024 2025

002888 - Percentage of criminal cases 5% 5% 5% 5%

resulting in arrests or charges filed.
Performance Outcomes:

By funding the Criminal Enforcement Unit with a stable funding source such as the General Fund, cases can be worked more efficiently without

the risk of interruption or delay. This can result in more arrests and an increase in referrals to prosecutors.
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Other Collateral Connections
State Workforce Impacts:

N/A

Intergovernmental:

Tribal support is anticipated as state funding of criminal enforcement activities will minimize increases in costs allocated to tribes.

State Facilities Impacts:

N/A

Changes from Current Law:

N/A

Puget Sound Recovery:

N/A

Legal or Administrative Mandates:

N/A

Stakeholder Response:

Stateholder support is anticipated as state funding of criminal enforcement activities will minimize increases of fees that are currently diverted to
fund these activities.

IT Addendum

Does this Decision Package include funding for any IT-related costs, including hardware, software, (including cloud-based
services), contracts or IT staff?

No

Agency Contact Information

Christopher Stanley
(360) 870-7272
christopher.stanley@wsgc.wa.gov
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Washington State Gambling Comm
2019-21 Second Supplemental Budget Session
Policy Level - SW - Forgive Sports Wagering Loan

Agency Recommendation Summary
*This request, while submitted by the Gambling Commission, relates to Section 804 in the underlying enacted operating budget.* The
Washington State Gambling Commission (WSGC) requests forgiveness of the $6 million loan made in Engrossed Substitute House Bill 2638 of
the 2020 Legislative Session. Forgiveness of the loan will afford WSGC the ability to meet the Legislative intent of the law to build a strong
regulatory system while taking steps to address the black market and illegal activity related to sports gambling. Funds not utilized specifically for
implementing the bill will be able to be used for the investigation of illegal and unlicensed criminal gambling activity.

Fiscal Summary

Fiscal Summary Fiscal Years Biennial Fiscal Years Biennial
Dollars in Thousands 2020 2021 2019-21 2022 2023 2021-23
Operating Expenditures
Fund 001 - 1 $0 ($6,000) ($6,000) $0 $0 $0
Total Expenditures $0 ($6,000) ($6,000) $0 $0 $0

Decision Package Description

Engrossed Substitute House Bill 2638 of the 2020 Legislative Session authorized sports wagering in Washington and restricted it to tribal

casinos. In order to implement the bill, Section 14 included a $6 million loan to the gambling commission (text below).

NEW SECTION. Sec. 14. The sum of six million deollars is
appropriated from the general fund—state for the fiscal wyear ending
June 30, 2020, and is provided solely for expenditure inte the
gambling revolwving account. The gambling commission may expend from
the gambling revolwing account f£from moneys attributable to the
appropriation in this section solely for enforcement actions in the

=] O N e K B e

illicit market for sports wagering and for implementation of this

act. The appropriation in this section constitutes a loan from the

w

general fund te the gambling reveolving account that must be repaid
10 with net interest by June 30, 2021.

The enacted 2020 supplemental operating budget included a provision in Section 804 “For the State Treasurer—Transfers” that transfers $6

million back from the Gambling Revolving Account (WSGC'’s primary operating fund) as a repayment of the initial loan (text below).

18

19 state general fund as repayment of the loan

20 pursuant to Fngrossed Substitute House Bill No, 2638

21 (sports wagering/compacts), 56,000,000 for fiscal

22 U= b 2] | P R e L B R R B S S O i A T 56,000,000

WSGC requests that the repayment provision above be removed from the operating budget and that language be included in Part IX
“Miscellaneous” that amends ESHB 2638 to strike lines 7-10 of Section 14 and ending the section at line 6 with the phrase, "solely for

enforcement actions."
What’s the problem?
There are two problems:

1. While WSGC is utilizing the startup loan and working hard to implement the intent of the sports wagering legislation, the loan assumed
there would be sports to bet on and an ability to have tribal sportsbooks up and running in enough time so there would be revenue coming
into the WSGC to pay the loan back within a year. However, COVID-19 has been a major setback for the gambling industry, and
sportsbooks have been impacted significantly with the shutdown or reduction of most sporting events through 2020. This has also
impacted WSGC's ability to increase our focus on the black market and illegal activities associated with sports gambling. As such, we will
likely not generate enough - or any - revenue with which to repay the loan.

2. The WSGC will spend virtually its entire reserve fund to maintain basic operations during the gambling shutdown. Forgiveness of the loan
with the flexibility to use any excess money for criminal law enforcement activities gives the agency the ability to meet the Legislative intent

of the sports wagering law and protect the public by keeping gambling legal and honest without looking to impose licensing or cost
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increases to a gambling industry that cannot afford cost increases at this time.
Why not simply accelerate negotiations, raise fees, or reduce expenditures?

Tribal negotiations on gaming issues are time-intensive and nuanced, even on requests to negotiate on basic compact items such as “what
constitutes a gaming facility”. They are nuanced and time-intensive for good reason: The first line of the Gambling Act in RCW 9.46.010 states
"The public policy of the state of Washington on gambling is to keep the criminal element out of gambling and to promote the social welfare of
the people by limiting the nature and scope of gambling activities and by strict regulation and control", and the tribes rely heavily — if not solely —
on the income that gaming provides. Accelerating negotiations puts both parties at risk — a methodical and thoughtful approach limits the
possibility for vague and potentially inaccurate language that could impact tribal gaming revenue. Additionally, Tribes are sovereign co-regulatory
partners and we cannot impose standards/regulations for tribal sports gambling. Instead, we must in good faith negotiate a tribal sports gambling
system that meets the five pillars identified by the Legislature, protects the public by keeping gambling legal and honest, and meets each
sovereign tribe's legal, economic, and regulatory priorities before each compact amendment can be finalized. Negotiations were always going to
take some time and the pandemic has not made things easier.

Increasing fees on non-tribal licensees is not a feasible option, particularly during the current pandemic and economic crisis. These licensees are
small businesses churches, senior centers, community centers, main street taverns, fraternal organizations, etc. Most of WSGC's 2000+
commercial and non-profit licensees are right on the margins of profitability and the economic crisis is severely impacting them. A fee increase
will likely cause instability in our regulated industry, and the WSGC does not see causing instability due to a fee increase as a solution that will
protect the public by keeping gambling legal and honest. Instead, it will only hurt the agency's mission by pushing more of our 2000+ licensees
and their 16,000+ employees to look for short cuts possibly abandon best practices if they are at risk in losing their business or job through no

fault of their own.

Lastly, further reducing expenditures is also not a feasible option as doing this will lead to a significant reduction in regulation and investigations of
criminal activity. WSGC has seen a 33.6 percent reduction in staffing since 2013 when it began making staffing reductions in response to
decreased non-tribal licensee revenue. In fact, actual FTE staffing is at the lowest levels in the almost 25 years that accounting records are
available. The WSGC cannot create and regulate a new gambling activity like sports gambling using existing resources. Additionally, the agency
cannot increase our focus on the black market and criminal activity, as contemplated by the Legislature, without additional funding. This focus
was considered necessary because it will benefit all Washingtonians and begin to reduce the black market that does not have the same consumer
protection and responsible gaming protections as the regulated market.
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In that 25 years, the state has seen a substantial increase in gambling activity, including the significant increase in tribal gaming. Over the past 10
years for which we have data, gross gambling receipts in the state-licensed sector alone have risen over 20 percent. The expanded gambling
sector and the increased activity not only means an increase in legal, regulated activity, but also an increase in illegal activity. Just recently, the
Commission increased our authorized FTE levels to 119.25 FTEs to respond to the increase in workload, but due to difficulties in filling positions
combined with the current economic crisis, WSGC has remained at it’s low staffing levels, putting tremendous strain on existing agents and staff.
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Non-Tribal Gross Gambling Receipts in Millions
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How does WSGC’s request solve the two problems?

Forgiveness ensures that (1) the Gambling Commission has the financial resources needed to establish a strong regulatory sports gambling
structure without compromising any Legislative objective set out in the new law; and (2) added flexibility to use any unused portions of the
funding for our law enforcement activities will allow us to continue our current law enforcement activities without any increased public safety risk

and without raising fees on our licensees.

The gambling industry, including tribal gaming, and the sports industry likely will not rebound from their current fiscal crisis until mid-to-late 2021
at the earliest. Our latest revenue forecast indicates that we will lose $4.4 million over the next fiscal year, leaving us with only $1.5 million to
cover our structural deficit and future emergencies — if the forecast holds over the next year. This forecast was newly created in response to the
economic crisis and like the most recent state revenue forecast, it comes with a great deal of uncertainty. Forgiveness of the loan ensures the
WSGC can continue to protect the public from illegal activities while having the necessary resources to create a new sports gambling regulatory

structure while also increasing our focus on the black market as contemplated by the Legislature when they passed the bill.

Finally, it also ensures that we can continue with our plan to meet legislative intent to focus on the illegal black market and criminal activities, such
as money laundering, that have been stalled due to COVID and the shutdown of sporting events.

Assumptions and Calculations

Expansion or alteration of a current program or service:

This does not expand a current program or service, but rather maintains the existing regulatory structure for gambling in the state of Washington.
Detailed assumptions and calculations:

See attached Financial Forecast
Workforce Assumptions:

N/A
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Strategic and Performance Outcomes
Strategic framework:

This funding request is an integral part of implementing WSGC's entire strategic plan as well as meeting the statutory mandate to keep gambling

legal and honest. We are committed to good-faith negotiations that lead to an outcome that works for all parties.

Goal 1: Increase the Commission's role in helping people who are suffering from gambling disorders. This request allows us to
continue to focus on problem gambling issues because otherwise we will likely have to pull some resources from that area if we need to cut costs

or staffing and will not have the same negotiation power to ensure we continue to progress in better addressing the issue.

Goal 2: Strengthen legislative relationships. This request strengthens legislative relationships because it continues to establish that our law
enforcement activities are important and deserving of general fund money and that we can deliver on the integrity/black market issues about

which the legislature is concerned.

Goal 3: Staff continuity and succession planning. This request helps with continuity and succession planning because it allows us to continue
to be a lean, strong regulator while adding staff at the outset to ensure sports gambling is regulated properly in our state. By maintaining

appropriate staffing levels and ensuring continuity of staff, we will ensure our gambling industry is run well and with integrity.

Goal 4: Strengthen stakeholder relationships. Lastly, this request strengthens our stakeholder relationships with all our licensees and tribal
co-regulator partners. Providing flexibility through utilizing the sports wagering startup funds for longer than a year and utilizing leftover funds to

stabilize our criminal enforcement funding will strengthen our stakeholder relationships and keep license fees stable in the future.

Performance outcomes:

By stabilizing WSGC funding, we expect all performance outcomes to remain steady. Without this package, it is anticipated that all of our

performance outcomes will suffer as resources decline precipitously.

Other Collateral Connections

Puget Sound recovery:
N/A

Legal or administrative mandates:
N/A

Intergovernmental:

Tribal support is anticipated as forgiving the sports wagering loan would provide both negotiating tribes and WSGC with the flexibility of time to

reach a compact amendment that works for all parties.

Stakeholder response:

Stakeholder support from tribal, commercial, and nonprofit stakeholders is expected as forgiveness of the loan with the flexibility of spending

leftover funds for law enforcement activities benefits the entire industry.

Changes from current law:

Section 804 needs to be amended to remove the transfer of $6 million from the Gambling Revolving Account, and language would need to be
included in Part IX “Miscellaneous” that amends ESHB 2638 to strike lines 7-10 of Section 14.

State facilities impacts:

N/A

State workforce impacts:

Adopting this request would prevent further cuts to WSGC staff that ensure that gambling in the state of Washington is legal, safe, and honest.
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IT Addendum

Does this Decision Package include funding for any IT-related costs, including hardware, software, (including cloud-based

services), contracts or IT staff?

No
Objects of Expenditure
Objects of Expenditure Fiscal Years
Dollars in Thousands 2020 2021
Obj. M $0  ($6,000)

Agency Contact Information

Christopher Stanley
(360) 870-7282
christopher.stanley@wsgc.wa.gov

Biennial
2019-21
($6,000)

Fiscal Years
2022 2023
$0 $0

Biennial
2021-23
$0
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